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MORTGAGE LENDING IN A RECESSION 


HOUGH 1958 is barely ten weeks old, one major economic fact has be- 
T come plain: the decline in business activity since the turn of the year has 

been sharper than most observers, in or out of Washington, expected. As 
a consequence, the cheerful forecasts of a midyear upturn, so widespread not 
long ago, now are rarely heard. Some top-drawer academic and financial cir- 
cles, indeed, are swinging to the belief that no pick-up worthy of the name is 
likely prior to 1959. 


The shift in sentiment since the last Mortgage Bulletin appeared has beentruly 
extraordinary. Around the end of the year, it will be recalled, few looked for 
any marked change in the economic climate. Ranking Administration officials, 
for example, were speaking not of a recession, but of a “breather.” Some lend- 
ers forecast that 1958 would be much the same kind of year as 1957, and one even 
talked of a sizable gain in total output of goods and services. 


However, under the impact of worsening news - notably the rise in unem- 
ployment to nearly 5.2 million in mid-February, a postwar high - optimism has 
been crumbling. To judge by the sudden furious outburst of legislative activity, 
Washington has grown alarmed. More important, after weighing the latest evi- 
dence, informed private sources now are expressing doubts about the likelihood 
of a swift recovery. 


Thus, according to those who advise Tri-Continental Corp. and several other 
large investment trusts, “current developments thus far indicate that the decline 
in business may well be somewhat greater than that experienced in 1953-54 and 
recovery may take longer, unless the consumer becomes an aggressive buyer of 
goods. There is little indication of increased purchasing at present.” By the 
same token, Roy L. Reierson, vice president and chief economist of the Bankers 
Trust Co., last week predicted a longer and deeper downturn than in either 1953- 
54 or 1948-49. 


These views were reinforced just the other day by officials of the highly re- 
spected National Bureau of Economic Research. On the basis of a scrutiny of 
eight leading economic indicators (measuring such factors as the average work- 
week in manufacturing, new orders for durable goods, construction contracts, 
basic commodity prices and industrial stock quotations), the Bureau has con- 
cluded, tentatively at any rate, that the current downturn is a serious one. 
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Another strategic barometer, the money market, points to a similar con- 
clusion. Since mid-November, yields on fixed-income obligations have fallen 
faster and further than at any time in postwar history. To illustrate, from the 
1957 high to the end of last month, Treasury bills dropped from 3.66% to 1. 20%; 
prime 90-day bankers’ acceptances from 4.0% to 1. 88%; five-year Treasury 
bonds from 4.15% to 2.62%; and AAA corporate bonds from 4. 15% to 3.60%. In 
almost every case cited above, the actual declines in yields (and, in most cases, 
the percentage declines as well) exceeded those recorded between the 1953 highs 
and the 1954 lows for the same securities. 


The latest offerings of the Federal National Mortgage Association are an 
equally striking case in point. Last December the agency sold Secondary Market 
Operations debentures which yielded 4. 20% and better. Last week, in striking 
contrast, it offered two issues bearing coupons of 3-1/4% and 3-5/8%, respec- 
tively, and actually priced above par. 


The same trend, of course, has been at work in home loans. Here, again, 
FNMA points up the trend. In January the agency lowered its purchasing and 
marketing fees by 4 of 1%, thereby in effect raising its bid price by the same 
amount. The following month it again lowered the fee by 3 of 1% and, in addi- 
tion, increased the price paid for 43% mortgages by 1%. Indicating that further 
steps in the same direction are likely, J. Stanley Baughman, head of FNMA, re- 
cently commented: “We are ina rather competitive market. ” 


Indeed, signs of a mounting demand for mortgages are everywhere these days. 
With its huge mortgage portfolio, FNMA of course is a seller as well as a buyer 
of liens. In 1956-57, owing to the tight money market, it sold loans worth less 
than $8 million all told. Since the turn of the year alone, however, it has dis- 
posed of no less than $7.5 million worth. Large investors, notably savings and 
loan associations and savings banks, are reported seriously negotiating for other 
blocks of loans totaling over $50 million. Mortgage and savings bankers in New 
York City and elsewhere tell a similar story. 


The trend is likely to persist - and perhaps, accelerate - in coming months. 
For one thing, after slowing down considerably last year, savings again are flow- 
ing vigorously into thrift institutions. According to preliminary estimates of the 
Federal Home Loan Bank Board, savings and loan associations in January re- 
ported a net increase of $437 million, 31% ahead of a year ago. According to 
Joseph Holzka, president of the U. S. Savings & Loan League, his industry will 
have $12 billion available in home lending funds this year, against $10.5 billion 
in 1957, a postwar high. 


Meanwhile, mutual savings banks in January scored a gain of $213 million in 
regular deposits. The figure compared very favorably with the rise of $63 mil- 
lion in January of 1957 and, in fact, was the highest for any January in a decade. 
Preliminary reports for February indicate that fresh gains are likely. 

















There is a second reason for expecting the bull market in fixed-income ob- 
ligations to continue -a probable slackening in the supply of corporate and munic- 
ipal bonds. Since the turn of the year, such securities have come on the market 
in very heavy quantity. In January-February, long-term municipal financing ran 
to $1. 6 billion, compared to $1.2 billion in the like months of 1957, an all-time 
peak. According to municipal bond dealers, however, such offerings were out- 
sized. The supply of new municipal offerings in sight for the next 30 days is 
sharply lower. Moreover, with industry’s outlays for new plant and equipment 
unmistakably on the downgrade, flotations of new corporate securities already 
have begun to slow down. Offerings in January-February, in fact, ran behind 
year-ago levels. 


The debt management policies of the Treasury, past and prospective, also 
enter the calculation. Since succeeding George M. Humphrey as Secretary of 
the Treasury last fall, Robert B. Anderson has pursued a vigorous, if little- 
noticed, program of stretching out the public debt. Last fall, it will be recalled, 
even when money was at its tightest, the Treasury offered two long-term issues - 
the 4s of 1969 and the 3-7/8s of 1974 - totaling over $1 billion. As money has 
eased, the Treasury has moved aggressively to take advantage of the change. 


Thus, in mid-February, in a huge refunding involving nearly $17 billion of 
various Government issues, the Treasury sold $3. 8 billion of 3% bonds due in 
1964 and $1.7 billion of 33% bonds due in 1990. At the end of February it offered 


for cash subscription $1-1/4 billion worth of 3% bonds due in 1966. In short, in 
the past ten weeks alone the Treasury has siphoned $7 billion from the pool of 
medium- and long-term money. 


From the standpoint of debt management, these moves undoubtedly made 
sense. Authorities in the field long have recognized that far too much of the na- 
tional debt is concentrated in short-term securities, a condition which compli- 
cates the tasks of the fiscal and credit authorities. However, since such offer- 
ings also mop up funds which otherwise might help finance homes or public works, 
they could be criticized as running counter to the antirecession program of the 
Administration. The chances are, therefore, that the Treasury soon will curtail 
its offerings of similar issues, thereby giving a fillip to the market for other 
bonds and home loans. 


Perhaps more important than the Treasury is the Federal Reserve, and here, 
too, the auguries point to easier money. Since mid-November, when it dramati- 
cally lowered its discount rate from 33% to 3%, the Fed has followed up swiftly 
with several other moves to ease credit. It has lowered stock market margins 
from 70% to 50%; reduced reserve requirements for all member banks by 3 
of 1%, thereby making available an estimated $3 billion in bank credit; and it 
has trimmed the discount rate twice more, to its current level of 2-1/4%. 


The latest discount cut, by the way, came early this month, when the bond 
markets were showing unmistakable signs of indigestion. The timing emphasizes 
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to some knowledgeable observers the determination of the money managers to 
keep these markets buoyant. Hence these sources expect a further drop in the 
discount rate in the weeks ahead. 


Demand for mortgages, in short, is apt to rise considerably in 1958. The 
supply, on the other hand, probably will not keep pace. To be sure, some in- 
crease is probable. According to the Federal Home Loan Bank Board, outstand- 
ing home mortgage debt rose to $107.5 billion at the close of 1957, an increase 
of $8.6 billion over 1956. This year FHLBB estimates that total debt will rise by 
$8.9 billion, a gain of $300 million over last year. 


Certainly, Washington is doing its best to give housing a shot in the arm. Ef- 
fective April 15, the Home Loan Bank Board announced recently, it will extend a 
new line of five-year credit, up to a maximum of 5% of withdrawable share capi- 
tal, to members of the system. The 5% will be in addition to the 123% now avail- 
able from the Banks for seasonal advances. 


In addition, a new $2 billion housing measure is making its way through Con- 
gress with unprecedented speed. Among other things, the Bill would lower FHA 
downpayments; provide another $300 million for the VA direct lending program; 
grant an additional $500 million for the existing special assistance purchase pro- 
grams of FNMA; and appropriate $1 billion for a new special assistance program, 
under which the agency would buy VA and FHA loans at par. This measure is re- 
garded vy both political parties as a stop-gap. Beyond it looms an omnibus hous- 
ing bill which will take somewhat longer to hammer out, and the final outlines of 
which have not yet taken shape. 


All the foregoing, of course, is designed to step up the pace of home building. 
Whether such measures will be successful, however, at least in 1958, is another 
question. As to that, an official of the Northwestern Mutual Life Insurance Co. of 
Milwaukee recently had some thoughtful comments. “It would not be surprising, ” 
said he, “if private housing starts fell below 950, 000 in 1958, and they could fall 
even further. However, that number of starts may well take care of the demand 
from purchasers willing to buy and with the required amount of equity money. 
Indecision and hesitation are a prominent part of the mood of the present-day 
house purchaser. . . in troubled economic periodsthere isa natural reluctance 
on the part of individuals to assume increased housing costs. There is alsoa 
strong feeling of not wanting to buy at the peak of the market, and a willingness 
to live in rented quarters until the trend of prices is more clearly defined. ” 


Thus it appears that housing and home finance this year, for the first time in 
a half-decade, will be dominated by recession. It may prove to be both more 
stubborn and painful than many now suspect. In any case, for the time being, 
the economic climate has undergone a drastic change. Lenders would do well to 
take it carefully into account. 











